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Acknowledging
The SEC As
Standard Setter
Heresy, or Accounting Realism?

By William J. Radig and Roland L. Madison

Much has been written recently
about who should establish financial
reporting and accounting stand
ards.1 Many authors are proponents
of the traditional private sector view
of establishing accounting princi
ples and offer many arguments to
support this position. Others have
utilized survey techniques in an at
tempt to determine what the popular
preference is in this matter.2
In a previous article in The Woman
CPA,3 the authors discussed the
logical advantages for public sector
leadership of the accounting profes
sion and attempted to allay the fears
many held of the change that has oc
curred. Unfortunately, it became evi
dent that the fear of public sector
leadership was so great that the
reality of the situation was not
comprehended.
The time is past for a further
polemic designed to convince ac
countants that public sector leader
ship may be in the best interest of the
profession as well as the public. The
purpose of this article is to show that
the transition to public sector lead
ership of the profession by the
Securities and Exchange Commis
sion (SEC) is nearly complete and
lacks only formalized acceptance.
A previous article attempted to
dispel some of the irrational fear of
the SEC being formally and publicly

named as the U.S. standard setting
body. It was assumed that only the
most misinformed would argue
against the point that the SEC has,
during at least the last ten years,
become the true and active master of
the U.S. accounting profession in the
establishment of financial account
ing and reporting standards.

Attention should be turned now to
the gradual and subtle assumption
of the standard setting function by
the SEC. Then the authors will pre
sent the logical directions that the
standard setting quest may take in
the future.

The SEC vs. The Accounting
Principles Board
One of the earliest examples of the
SEC’s power to veto accounting
standards established in the private
sector was the 1964 SEC position on
accounting for the Investment Tax
Credit (ITC). The Accounting Princi
ples Board (APB) issued Opinion No.
2 calling for the “asset reduction,’’
and “deferred” recognition of ITC
benefits. The SEC favored the “flow
through” method whereby the full
benefit of the credit is recognized in
the current period as a reduction of
income taxes. The APB was forced
to reconsider its position and accept
either accounting treatment of the

credit, thus acknowledging its defeat
by the public sector in APB Opinion
No. 4. This action by the SEC put the
APB on notice that it not only had the
authority to establish accounting
standards, but that it would use this
authority when deemed necessary.
Some years later, when the then sus
pended ITC was reinstated, the U.S.
Congress specifically stated that no
standard setting body (including the
SEC) could specify a single account
ing treatment for this tax credit.
With the issuance of two very con
troversial pronouncements6 in the
early 1970’s, many scholars felt that
the APB virtually determined its fate
and set the stage for the SEC as the
next truly authoritative body to es
tablish accounting and reporting
standards in the United States.
While the Trueblood and Wheat
Committees labored to develop a
solution to insure the retention of the
standard setting function in the pri
vate sector, the APB hurriedly issued
several authoritative pronounce
ments (1971-1973) as a reaction to
SEC stimulus. An interesting point is
that while the APB issued a total of
thirty-one opinions in nearly four
teen years, seventeen of these opin
ions came in the last four years of its
existence. Some may feel that coin
cidentally all of the eggs (opinions)
hatched at once — others would ob
serve that the SEC, with John Burton
as its aggressive chief accountant,
just turned up the heat!
One topic that was brought to a
boil during this time was leases.
Leases as a means of acquiring the
right to use property proliferated
markedly throughout the postwar
period. However, it was the decade
of the 1960’s that saw the greatest
expansion, not only in the volume of
leasing transactions, but also in the
variety of application and degree of
sophistication of the techniques
employed.7
Unfortunately, the APB rejected
the conceptually sound recommen
dations in Accounting Research
Study No. 4 (1962), authored by Pro
fessor John H. Myers, and issued two
opinions which permitted the lessor
and lessee to utilize inconsistent
accounting treatments.8
The APB acknowledged that cer
tain questions remained in connec
tion with Opinions 5 and 7. Instead of
solving the problems, the APB
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The FASB has not fared
extremely well in the evolution
and development of
accounting standards.

decided to deal only with additional
disclosure requirements by the
lessee and let the soon-to-be-formed
Financial Accounting Standards
Board (FASB) study the conceptual
problem of leases.
Here again, the private sector
failed to act on its own initiative, re
quiring motivation by the SEC before
taking partial action only. In late
1972, the SEC announced its intent
to establish a disclosure standard
for leases. When the APB reacted
with an exposure draft in January
1973, the SEC suspended action to
watch for progress. Instead, the ex
posure draft was recalled and tabled
by the APB in April of that year. At
this point, the SEC moved ahead in
June of the same year with a pro
posal to amend Regulation S-X to re
quire substantial disclosures by the
lessee. Thus, when it became ap
parent that the SEC was not going to
tolerate further delays, the APB
issued Opinion No. 31 “Disclosure of
Lease Commitments by Lessees”9 in
late June 1973. The SEC, however,
did not retract its proposal, but
pressed on and issued Accounting
Series Release (ASR) No. 147 in
October 1973. This pronouncement
imposed essentially the same dis
closure requirements with respect to
total rental expense and minimum
rental commitments as APB Opinion
31. However, it made mandatory the
disclosure of the present value of
certain lease commitments and re
quired disclosure of the impact on
net income had the “financing”
leases been capitalized.

The FASB: How Has It Fared?
Shortly after the lease disclosure
confrontation the Financial Account
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ing Standards Board (FASB) was
formed as a result of the Wheat
Committee Report. This was soon
followed by the controversial
Trueblood Committee Report en
titled “The Objectives of Financial
Statements” (1973). The report sig
naled the formal beginning of the im
portant and crucial conceptual
framework study. Still incomplete,
the study purportedly will develop a
coherent conceptual basis from
which the FASB could develop and
issue conceptually sound financial
reporting standards, which would
enable the accounting profession to
retain the standard setting function
in the private sector.
Unfortunately, the FASB has not
fared extremely well in leading the
profession toward the evolution and
development of accounting and fi
nancial reporting standards. An ob
servation from a study10 that was
chaired by the distinguished scholar
Yuji Ijiri may be quite valuable in un
derstanding the recent aggressive
actions taken by the SEC in the
establishment of accounting stand
ards. The study implies that the early
FASB standards were based upon
research and sound conceptual
reasoning while several of the later
standards were not so supported.
Thus, they were subject to more crit
icism and second-guessing, caus
ing certain standards to require in
terpretation and others to be super
seded and reissued by the FASB.
Other standards were either issued
or revised under pressure from the
SEC.
The reality of the public sector’s
influence and dominance in each
area should be apparent after the
following accounting areas are
considered.

Leases Revisited
The FASB had to issue two ex
posure drafts on leases (August 1975
and July 1976) before it released
FASB Statement No. 13, “Account
ing for Leases” (November, 1976).
Since its release, that Statement has
been amended and interpreted so
many times (13 to be exact), that the
FASB has issued a codification of
the lease pronouncement.11 When
considering these numerous
changes, it should be noted that the
Research Impact Committee Report
stated: “Very little research was
cited in either the discussion

memorandum or the final stand
ard.”12 Instead of applying the con
ceptual approach, as taken by J.H.
Myers’ Accounting Research Study
No. 4 (1962), the FASB “appeared to
be aiming at simply reconciling
extant pronouncements on lease
accounting.”13

Inflation Accounting
By issuance of ASR No. 190 in
March, 1976, the SEC began apply
ing very real pressure for an
authoritative pronouncement on in
flation accounting from the private
sector. This pronouncement re
quires the disclosure of certain
replacement cost information for in
ventories and depreciable assets. In
an August 1979 speech, Harold
Williams, Chairman of the SEC, told
nearly 3,000 members of the profes
sion to look to other countries for in
flation accounting proposals — and
then move quickly — or else the
public sector would act.14
In response to a question from
Professor Madison, Clarence
Sampson, Chief Accountant of the
SEC, stated that ASR No. 190 would
probably be withdrawn if the current
FASB exposure draft “dealing with
the inflation accounting problem”
was adopted.15 After certain revi
sions, this exposure draft was
adopted as SFAS No. 33 “Financial
Reporting and Changing Prices”
(September, 1979) and the SEC then
withdrew ASR No. 190. Logic would,
therefore, dictate that if the FASB
had not acted, the SEC would have
actually set a standard in this area.

Oil and Gas Accounting
In contrast to SFAS No. 13
(leases), the FASB appears to have
made a conscious effort to apply
logical reasoning in their choice of
alternatives in SFAS No. 19, “Finan
cial Accounting and Reporting by
Oil and Gas Producing Companies,”
(December, 1977). This standard
makes substantial use of relevant
literature, conceptual as well as em
pirical. SFAS No. 19 required the use
of the “successful efforts” method of
accounting for exploration costs.
The SEC, however, acting under its
powers and interpretations of the
Energy Policy and Conservation Act
(EPCA) of December, 1975, rejected
SFAS No. 19 as inadequate. The SEC
preferred to develop a combined
current- and present-value method

called “Reserve Recognition Ac
counting.’’ The SEC mandated
a three year development and imple
mentation period for this new
method. Accordingly, the FASB
issued Statement No. 25 (December,
1978) which suspended certain
SFAS No. 19 requirements in order to
resolve the conflict with the SEC.

opinions of many noted writers
concerning the establishment of
financial reporting standards. Two
quotations have been selected
which convey the feelings of many
accountants with respect to the
present dilemma.
A.A. Sommer, Jr., former SEC
Commissioner said:

Foreign Currency Translation

As one reads this history (of the profes
sion), and then looks at the continuing
problem with adequate financial report
ing, one is tempted to conclude that in
deed the Commission should undertake
a full exercise of its statutory powers and
through its own efforts, bring forth a
sufficient, workable set of accounting
principles. (“The SEC and the FASB:
Their Roles’’ Speech at the University
of Washington, Seattle, Washington,
January 21, 1974).

Since 1975, the financial and in
dustrial sectors have objected to the
volatile earnings pattern caused by
the SFAS No. 8 requirement that ad
justments from translations of
foreign currency financial state
ments should pass through the in
come statement.
Recently, the FASB tentatively pro
posed that these adjustments should
not be a determinate of current in
come, but should be reported “as a
separate component of stock
holders’ equity.”18 The FASB, like
the earlier APB is subject to pres
sures from the industrial community,
as well as from the SEC.

Report on Internal Control
In the area of auditing standards,
the SEC recently withdrew17 a pro
posal (SEC Release No. 34-15772)
dated April 30,1979, to require audi
tors to report in published financial
statements their opinion on the ade
quacy of internal accounting con
trols maintained by management.
The proposed Accounting Series
Release was withdrawn only after
the Auditing Standards Board of the
American Institute of Certified
Public Accountants (AICPA) issued
an exposure draft,18 which moved
substantially in the direction of the
SEC proposal. Again, the profession
was forced to react rather than act
on its own initiative.

Other Issues
Other areas of SEC influence upon
standard setting include:
Segmental reporting by diversified com
panies (SFAS No. 14, 1976).
Prior Period Adjustments (SFAS No. 16,
1977)
Auditor’s Responsibility for the Detec
tion of Errors or Irregularities (SAS
No. 16, 1977)19
Illegal Acts by Clients (SAS No. 17,1977)
Required Communication of Material
Weaknesses in Internal Accounting
Control (SAS No. 20, 1977)

The Future:
Private or Public Sector?
The literature abounds with the

Leonard M. Savoie, former Execu
tive Vice President of AICPA, has
stated:
For sentimental reasons I still prefer to
see accounting standards set in the pri
vate sector, but I can no longer advocate
this position with great conviction. My
reasons are that standards are now
being determined largely in the public
sector, and inevitably the function will
be taken over completely by the public
sector. The SEC occupies a dominant
position in determining accounting
standards and the APB a subordinate
one. The FASB will have the identical
relationship with the SEC ... that is, the
SEC will be dominant and the FASB will
be subordinate. (“Accounting Attitudes”
Financial Executive, October, 1973, pp.
78-80.)

It is apparent that the evidence
presented herein gives a great deal
of validity to Mr. Savoie’s 1973 state
ment with one small adjustment due
to the seven year time differential.
The SEC is dominant and the FASB
is now subordinate.
Both an earlier article and this one
have been written with the thought
by the authors that the profession
could offer an “offensive surrender.”
One potential action would be to
force the SEC to formally and
publicly accept complete respon
sibility for accoun
ting and reporting
standards and allow the accounting
profession to serve primarily in a
statutory audit function. Such is the
case in several European account
ing organizations.
If responsibility were transferred it
would significantly reduce the veil of
“safe harbor” under which the SEC
has operated for many years. With
the accounting profession removed

Coalition of the accounting
profession and the private
industrial sector would be a
powerful deterrent to SEC
intrusion.

as the proverbial scapegoat, the
SEC would have to assume the ma
jor responsibility for any failure to
establish proper accounting stand
ards and disclosure requirements.
Due to several factors, many of
which are prevalent on the conti
nent, it is quite possible that auditing
fees for corporations and the public
could be reduced. These factors in
clude providing businesses with a
government approved list of statu
tory auditors, the requirement that
the fee structure to be based upon
“turnover” or total assets, and the
imposition of severe civil and crimi
nal penalties for noncompliance
with statutory requirements. Auditor
rotation would probably be quite
minimal since some of the motives
presently responsible for changing
auditors in the United States, i.e.,
shopping for fees, interpretative
accounting disclosures and audit
differences, would be greatly
reduced.
Of course the SEC may simply
refuse to assume complete respon
sibility for the development of ac
counting and financial reporting
standards. When offered this
responsibility, the SEC may prefer to
return to the position of being a
strong cooperative supporter and
ally of the accounting profession
and the major stock exchanges
(circa 1935-1960).
Although such a move is possible,
it is not very probable given the re
cent aggressive actions of the SEC
in the last ten years. A more proba
ble event (means to an end, actually)
is that the accounting profession
and the private industrial sector
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would form a joint effort to repel a
very demanding intruder that is com
mon to each. There is, in fact, some
evidence that this action may have
already begun.
The Foreign Corrupt Practices Act
(FCPA) of 1977 had been widely criti
cized by both corporate manage
ment and accounting firms. The Act
has two parts. The “antibribery” por
tion is administered by the criminal
division of the Justice Department
while the “accounting standards”
portion is enforced by the SEC. The
Justice Department indicated it
would review either past or future
“questionable payments” presented
to it voluntarily and give its opinion
as to their legality under the FCPA.
Originally the SEC opposed such a
review and stated that it would not
be bound by a decision of the Justice
Department not to prosecute an en
tity or person under the anti-bribery
provision.20
Much of the confusion experi
enced21 by corporate executives and
accountants over provisions and in
terpretations of the Act may soon be
eliminated. Senator John Chafee,
charging that international trade has
suffered “a chilling effect” from the
ambiguities in the FCPA, has in
troduced the Business Accounting
and Foreign Trade Simplification
Act to amend and clarify the FCPA.22
The proposal would remove the SEC
as the interpreter and enforcer of the
FCPA and designate the Justice
Department as the principal enforcer
of the FCPA. It would also establish
a review procedure to determine
compliance and establish a
materiality standard for the account
ing standards section of the ACT.
A study released by the Financial
Executives Research Foundation
(FERF) indicated that business
executives were confused and dis
pleased with FCPA. Subsequent to
the release of this study and senator
Chaffee’s proposal to amend the
FCPA, the SEC indicated they would
abide by the JusticeDepartment’s en
forcement determination on pro
posed foreign payments. Accord
ingly the commission agreed not to
prosecute companies that received
clearance from the Justice Depart
ment before May 31, 1981.23
Based upon the developments
above, it is most difficult to speculate
how far or how close a unity might
2Q/The Woman CPA, January, 1982

develop between private industry
and the accounting profession.
The following recent events are
noteworthy. The SEC has discon
tinued its efforts to adopt Reserve
Recognition Accounting (RRA) for
the primary financial statements of
oil and gas companies.24 The action
closely followed the issuance of
SFAS No. 39 “Financial Reporting
and Changing Prices: Specialized
Assets — Mining and Oil and Gas.”
This statement expanded the infla
tion accounting disclosures of SFAS
No. 33 to such specialized indus
tries. The SEC will continue to man
date supplemental disclosures of
RRA data and has asked the FASB to
undertake the task of adopting
standards for those disclosures. This
methodology is consistent with pre
vious SEC actions in bringing
stimulative pressure upon the pri
vate sector in establishing financial
reporting standards.
Another significant event con
cerns the proposed changes in SEC
staff, budget, and directional objec
tives. Advisors to President Reagan
have proposed a 30 percent budget
reduction for the agency for the year
ending September 30, 1983. They
have also proposed staff reductions
from 200 to 50 persons at the Wash
ington headquarters of the powerful
enforcement division. Overall, nearly
a 50 percent reduction in the SECs
staff has been recommended. More
importantly, the advisors’ report says
the focus of SEC policy would be on
tearing down barriers to raising
money. “ ‘Regulation of the financial
activities of corporations and finan
cial institutions should be limited to
insuring that capital formulation is
facilitated and encouraged in an or
derly process and with appropriate
investor safeguards.’ ”25
It should be remembered that the
proposed staff reductions and
budgetary cuts will effect a “model
government agency” with a
“deserved reputation for integrity
and efficiency” according to the
report. These changes in a “model
government agency” must first be
approved by Congress. If this does
occur, however, the accounting pro
fession may have a golden — and
perhaps final — opportunity to
regain, or retain, the lead in estab
lishing financial accounting and
reporting standards in the private
sector.
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Accounting For
The Vernacular
By Anita Hunter

Our community college recently
offered a potpourri of “outreach”
classes, and after debating over the
merits of aerobic dance versus a
creative writers’ roundtable, I settled
on Accounting 101. My previous ex
perience was limited to balancing
the household budget, and fran
tically gathering assorted slips of
paper each year when I tackled the
income tax. Perhaps I would at last
become financially organized, and
even, with a little application, a fount
of wit and wisdom in the realm of
numbers.
My first day of class held an ink
ling of the eye openers ahead, with
new meanings at every turn of the
textbook pages. There was equity,
which I had always thought was a
group to which actors belonged.
Then there were liabilities, which
were what we were currently paying
an arm and a leg for in our car and
home insurance policies. Assets
were no longer curly hair and
straightened teeth. Principles and
concepts were more than just what
you stand on and think of. The
realization principle seemed sym
bolic of the concept that I was in
over my head. But I was determined
to conquer this challenge to my
brainpower, and to discover what
made CPAs and writers of yearly
corporation reports tick.
Soon our class was recording
transactions — not to be confused
with paying for a Linda Ronstadt
label. I knew right off that debit was
not what courting frogs said, and
that credit was not what you gave
someone for having enough sense to
avoid trouble. Speaking of the latter,
we soon learned to locate our
numerous errors and how to correct
them.
Trial balances were yes and no —
a trial, yes, balanced, no. There was
a great deal of adjusting. Our in
structor threw us encouragement by
pointing out a recent multi-million
dollar embezzlement scheme that
worked for months because the per

petrator knew how to manipulate the
numbers, and got caught only
because he went on vacation and
someone else looked at the ac
counts. Actually, I had not really
planned to use my newfound
knowledge in so crass a manner.
The chapter in the text on work
sheets was of the utmost importance,
and to think, before my enlighten
ment, those words might have indi
cated denim bed linens. I hope the
teacher never finds out that the
nearest I had previously been to
closing entries was locking the front
and back doors of our house. An in
come statement was when someone
said, “I’m broke!”
Looking ahead in the textbook, I
can see that I will have to rearrange
my preconceived notions that code
numbers are only for secret agents,
the telephone company, the post
office, and the grocery store. Ob
viously, reducing posting labor, does
not mean making it easier to ride
horseback, and of course I know that
columns were not used by Greeks to
hold up their buildings, but are also
the very backbone of bookkeeping.
Perpetual inventories (sounds like
those cans of soup on the top shelf of
my pantry) and allocating deprecia
tion may throw me yet, but it is up
ward and onward, making sure the
bottom line is double. Next term,
Accounting 102.Ω
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